















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































ACTIVITY: LOCAL GOVERNMENT SERVICES 1990-91 Biennial Budget
Program: TAXPAYER SERVICES

Agency: REVENUE, DEPARTMENT OF
PURPOSE : '
The purpose of this activity is to ensure uniform and fair statewide adminis-
tration of property taxes by local governments. This activity also ensures
the timely and accurate payment of state aid payments to local government.

SERVICES PROVIDED:

The local government services division:

1. appraises property of public utilities and airlines throughout the state
for use by local governments in determining property taxes;

2. develops guidelines for use by assessors to ensure that properties are
assigned to correct classes and are appraised at market value;

3. gathers real estate sales data to monitor the accuracy of property
appraisals by assessors and for use in determining state aid amounts for
local governments;

4. jissues state deeds for tax-forfeited lands;

5. assists assessors by appraising difficult-to-value commercial and indus-

trial properties;

provides classroom instruction necessary for local assessors to obtain

and/or renew licenses;

. reviews county board actions approving reductions in property values;

. determines and distributes state aids to local governments;

. audits property tax levies to ensure compliance with state levy limit

laws;

10. develops guidelines for property tax levies and property tax credits for
county auditors and treasurers;

11. designs the property tax statement; and

12. prepares reports on property tax collections and state aids, and esti-
mates the costs and effects of proposed property tax law changes.

(=]

W oo~

This division has provided assistance to county assessors, auditors and
treasurers in implementing extensive property tax law changes made in the
1988 Legislative Session.

In addition, the division estabiished a position to serve as a liaison
between the county governments and the department to facilitate the uniform
recording and reporting of property tax data, and the transmission of it on
computer disks in place of bulky written reports. As a result, by 1990 all
county governments will be reporting property tax data to the department on
diskettes. This will eliminate the need to data enter the information and
will make it available for immediate use in determining state aid amounts and
in preparing property tax statistical reports and forecasts.

The division also developed a comprehensive loose-leaf reference manual for
use by county auditors and treasurers in determining, collecting, and
distributing mortgage registration and deed taxes. Among the division's
other accomplishments were:

* the development of a computer system to determine if property owners
were declaring more than one property as a homestead in order to receive
multiple state paid homestead credits;

* the processing of 160 applications from counties and cities requesting
approvals to exceed state-imposed levy limits for exceptions permitted
by law; and

* the providing of assistance to legislators in the adoption of state laws
governing the conduct of assessors and their removal from office.

HOW WE MEASURE EFFECTIVENESS

Statewide assessment/sales ratio:

Property Type 1982 1983 1984 1985 1986  1987*
Residential 84.0% 87.1% 88.5%  90.3% 91.5% 89.1%
Apartment 76.0 79.2 78.7 85.2 91.5 90.3
Seasonal 71.2 74.7 17.7 81.0 87.1 86.4
Farm 70.6 86.2 94.6 96.2 113.4 112.4
Comm-Industrial 69.7 75.5 79.1 78.8 85.6 84.0

*Preliminary

EXPLANATION OF BUDGET REQUEST:

To improve services to local governments, the division requests an additional
$14,000 per year for the cost of converting 3.0 part-time positions to perma-
nent positions, and $15,000 to cover the costs of monitoring for duplicate
homestead applications.

To reduce spending by $102,000, the division is proposing to eliminate the
tuition fund for part-time assessors, to abolish the special homestead
property classification for blind or permanently disabled persons, and fis
proposing to be paid for the cost of determining and paying state aid police
and fire from that fund instead of from the general fund.

REVENUE :

This activity is an integral part of the department's effort to raise $6.1
billion annually. See Agency Narrative.
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1990-91 B I ENNTAL BUDGET
(DOLLARS IN THOUSANDS)

AGENCY : REVENUE, DEPT OF
PROGRAM : TAXPAYER SERVICES PROGRAM
BUDGET ACTIVITY : LOCAL GOVT SERVICES
F.Y. 1990 F.Y. 1991
AGENCY REQUEST AGENCY REQUEST
--------------------------- GOVERNOR'S ==—mmmm=——m—me—m—e——e—e———— GOVERNOR'S
EXPENDITURES: FY 1988 FY 1989 BASE CHANGE TOTAL RECOMM. BASE CHANGE TOTAL RECOMM.
DETAIL BY CATEGORY:
STATE OPERATIONS:
PERSONAL SERVICES 1,879 1,928 1,936 <48> 1,888 1,888 1,936 <48> 1,888 1,888
EXPENSES/CONTRACTUAL SRVCS 397 364 355 14 369 369 355 14 369 369
MISC OPERATING EXPENSES 170 229 177 <39> 138 138 177 <39> 138 138
SUPPLIES/MATERIALS/PARTS 39 17 17 0 17 17 17 0 17 17
CAPITAL EQUIPMENT 67 51 51 0 51 51 51 0 51 51
STATE OPERATIONS 2,552 2,589 2,536 <73> 2,463 2,463 2,536 <73> 2,463 2,463
AIDS TO INDIVIDUALS 1 4 4 0 4 4 4 0 4 4
TOTAL EXPENDITURES 2,553 2,593 2,540 <73> 2,467 2,467 2,540 <73> 2,467 2,467
CHANGE REQUESTS: FUND '
B REDIRECTED LOCAL GOVT SERVICES GEN <102> <102> <102> <102>
B LOCAL GOVT SERVICES GEN 29 29 29 29
TOTAL CHANGE REQUESTS <73> <73> <73> <73>
SOURCES OF FINANCING:
DIRECT APPROPRIATIONS: .
GENERAL 2,553 2,593 2,540 <73> 2,467 2,467 2,540 <73> 2,467 2,467
TOTAL FINANCING 2,553 2,593 2,540 <73> 2,467 2,667 2,540 <73> 2,467 2,467
POSITIONS BY FUND:
GENERAL E5.0 50.0 50.0 2.0 52.0 52.0 50.0 2.0 52.0 52.0
TOTAL POSITIONS 55.0 50.0 50.0 2.0 52.0 52.0 50.0 2.0 52.0 52.0
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1990-91 Biennial Budget
Program X __ Activity

CHANGE REQUEST
Agency
ACTIVITY: LOCAL GOVERNMENT SERVICES
PROGRAM: TAXPAYER SERVICES
AGENCY: REVENUE, DEPARTMENT OF

REQUEST TITLE: REDIRECTED LOCAL GOVERNMENT SERVICES

E.Y. 1990 F.Y. 1991
(000's) (000's)
Agency Request Amount Positions Amount Positions
General Fund $(102) (1.0) $(102) (1.0)
Governor's Recommendation
General Fund $(102) (1.0) $(102) (1.0)
Request requires statutory change: X Yes No

Statutes Affected: M.S. 273.
STATEMENT OF REQUEST/OBJECTIVE:

The agency proposes to eliminate funding for two activities to improve the
equity and fairness of the state's property tax system and to reimburse from
a dedicated fund its costs of collecting and distributing monies related to
the fund.

DESCRIPTION/BACKGROUND:

The agency requests eliminating the tuition fund set aside to reimburse part-
time assessors for a portion of their costs of taking courses mandated by the
State Board of Assessors to obtain or renew a license. This will result in
both fulli-time and part-time assessors being compensated for their costs by
the city or town employing them. The property tax is a local tax and the
cost of administering it--including the cost of providing training for em-
ployees--is a local responsibility. Abolishing the tuition fund will reduce
the state's general fund expenditures by $38,000 per year.

The agency also requests improving the equity of the property tax system by
eliminating the special property classification for blind and permanently
disabled persons along with the requirement for them to apply to the depart-
ment for the classification on their homes. Eligibility for the special
classification is limited to all blind persons, regardless of income, and to
disabled persons receiving disability pay from government source. Persons
receiving disability pay from an employer in the private sector do not qual-
ify for the special classification on their homes. Low or moderate income
blind or disabled persons would be compensated for increases in their proper-
ty tax bills through the state's property tax refund program. In effect, the
change will result in treating all homeowners the same. And, through the
property tax refund program, it will result in basing tax relief on the basis
of ability to pay rather than on another criteria. The change, if adopted,
will reduce funding for the agency by $29,000 per year and decrease its
complement by one position.

In addition, the agency requests the funds earmarked for state police and
fire aids pay its costs of collecting and distributing the monies. A portion
of the state's gross premium tax on insurance companies is earmarked, by law,
for the payment of aid to police and fire pension plans. The department's
costs in collecting the dedicated portion of the tax, in gathering the data
necessary to determine eligibility for the aid, and in making payments of the
aid amounts are approximately $35,000 per year.

RATIONALE:

The agency is looking for opportunities to reduce its costs, while simultan-
eously improving the fairness, equity and accountability, of state's property
tax system. By reducing the costs of these activities, the agency can direct
its limited resources toward providing a broader range of services to local
units of government.

{Dollars _in Thousands)
BASE : F.Y. 1988 F.Y, 1989 F.Y. 1990 F.Y. 1991

General Fund $ 85 $ 100 § 100 $ 100

(Dollars_in_Thousands)
LONG RANGE FUNDING IMPLICATIONS: F.Y. 1992 F.Y. 1993 Total

General Fund $ (102 $  (102) ¢ (204)

GOVERNOR'S RECOMMENDATION:

The Governor concurs with the agency's request.
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CHANGE REQUEST 1930-91 Biennial Budget

Agency Program X __ Activity
ACTIVITY: LOCAL GOVERNMENT SERVICES
PROGRAM: TAXPAYER SERVICES
AGENCY: REVENUE, DEPARTMENT OF

REQUEST TITLE: LOCAL GOVERNMENT SERVICES

F.Y. 1990 F.Y. 1991
(000's) (000's)
Agency Request Amount Positions Amount ‘Positions

General Fund $ 29 3.0 $ 29 3.0

Governor's Recommendation
General Fund $ 29 3.0 $ 29 3.0

Request requires statutory change: Yes X No
Statutes Affected:

STATEMENT OF REQUEST/OBJECTIVE:

The agency requests funding to improve services to local units of government
and to ensure taxpayers are complying with the state's property tax laws.

DESCRIPTION/BACKGROUND:

The agency is requesting authority to convert positions in the Local Govern-
ment Services activity, currently staffed year-round by seasonal employees,
to full-time complement positions. Funds have traditionally been appropri-
ated to the activity for seasonal employees to handle work peaks in preparing
the agency's annual sales-to-assessment ratio studies and in assembling data
necessary for determining state aid amounts to local units of government.
However, in recent years, even non-periods have required the use of 3.0
seasonal positions at all times during the year. The 10 month limit on the
term of employment of a seasonal employee has required the division to lay
off experienced employees, to pay unemployment benefits to them and to train
new ones for the same work. Making these positions permanent would enable
the activity to retain experienced employees and better service local units
of government by providing more timely and accurate information to them.

The cost of these changes, which are predominately offset by existing funds
for seasonal employees and reductions in unemployment costs, is $14,000 per
year,

In addition, the agency is requesting funding to do a computer-generated
match of property owner's social security numbers to uncover persons filing
for more than one state paid homestead credit throughout the state. In its
1985 session, the legislature authorized such a computer-generated match, but
did not provide the funding for it. Because this activity is already signif-
icantly under funded for other computer related activities, $15,000 per year
is needed. The agency estimates that this program serves as a deterrent to
more than $1 million in potential fraudulent homestead credit claims each
year.

RATIONALE :

Using permanent employees to do work currently done year-round by seasonals
would provide continuity of experience in performing tasks, resulting in
improved problem solving ability, morale, teamwork, and service to local
units of government through the providing of more timely and accurate
information. Performing a computer-generated match of property owner's
social security numbers ensures state government is not paying more for
property tax relief than is necessary and deters taxpayers from evading the
law.

{Dollars_in Thousands)

BASE: F.Y. 1988 F.Y. 1989 F.Y. 1990 F.Y. 1991
General Fund $ 63 § 65 $ 65 §$ 65

{Dollars_in Thousands)
F.Y. 1992 F.Y. 1993 Total

LONG RANGE FUNDING IMPLICATIONS:

General Fund $ 29 $ 29 $ 58

GOVERNOR 'S RECOMMENDATION:

The Governor concurs with the agency's request.
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PROGRAM: OPERATIONS 1990-91 Biennial Budget

Agency: REVENUE, DEPARTMENT OF
PROGRAM PURPOSE :

The primary purpose of the Operations Program is to process all tax returns,
cash remittances and refunds; manage an accounting system to maintain the
integrity of all transactions affecting taxpayers’ accounts and meet finan-
cial reporting requirements and; provide information and records services to
taxpayers and program clientele.

The Operations Program serves broad categories of clientele which include
business and individual taxpayers, other revenue programs, state agencies,
and local governments.

SERVICES PROVIDED:

Operations Program services have been organized into the following major
functional areas:

Document Processing - This function manages services which include the
processing of all tax returns, depositing of cash remittances, coding of cash
remittances and refund claims to the proper state fund, managing the automat-
ed information processing functions and data entry, examining returns for
accuracy and compliance with tax laws, and processing local option sales tax
returns/remittances for political subdivisions. Timely deposit of cash
remittances enables the state to maximize interest on tax revenues. The
accuracy and the timely availability of information obtained from the tax
returns and cash remittances serves as the data source for other revenue
program functions and services.

Revenue Accounting - This function serves our clientele by maintaining an
internal accounting system for taxpayer accounts, providing our clientele
with financial information and reports, managing revenue's taxpayer accounts
payable and tax refund systems, maintaining taxpayer accounts to record
accounts receivable and related adjustments, and collecting debts owed to
state and political subdivisions through the Revenue Recapture service.
Maintaining accurate and timely financial systems/records provides our state
agency clientele with the correct fund/accounting information. The function
serves taxpayers by assuring the integrity of financial transactions and
adjustments to a taxpayer's account. The most visible service to taxpayers
is the processing of tax refunds as a result of overpayment of taxes and
processing of property/renters refunds. Finally, the function serves state
agencies, political subdivisions and other authorized individuals by offsett-
ing tax refunds against debts owed to authorized agencies and individuals.

Records Management - The service activities of this function include the
maintenance of individual and business taxpayer registration/information
systems, updating taxpayer information, managing functions for the retention,
retrieval, and disposition of all taxpayer and tax administration records
used by taxpayers and internal clientele. The function serves taxpayers by
prompt processing of applications for sales and withholding tax permits/numb-
ers, retrieving records/information from individual/business tax records for
taxpayers and for revenue audit, collection and research purposes. Maintain-
ing accurate and timely individual/business information services provides our
internal clientele with access to historical tax data, access to original
records for audit and collection purposes, and provides the base information

necessary to effectively communicate with taxpayers regarding tax administra-
tion issues.

__(Dollars in Thousands)

HOW WE MEASURE EFFECTIVENESS F.Y. 1988 F.Y. 1989 F.Y. 1990 F.Y. 1991
Deposit of Cash Remittances Over

$100, 000 .5 Days .5 Days .5 Days .5 Days
Deposit of Cash Remittances Under

$100,000 1.0 Days 1.0 Days 1.0 Days 1.0Days
Availability of Trust Tax Return

Data 45 Days 30 Days 20 Days 20 Days

30 Days 30 Days 30 Days 30 Days
30 Days 15 Days 10 Days 10 Days
120 Days 60 Days 30 Days 30 Days

Tax Refund Processing
Accounting Transactions
Accounting Document Entry

Time to Process Permits/1.D. No. 3 Days 3 Days 2 Days 2 Days
Time to Process Request for

Information 3 Days 3 Days 2 Days 2 Days
Revenue Recapture Requests 93,000 101,000 109, 000 117,000
Recapture Collection Results $ 6,023 $ 6,540 $ 7,059 § 7,577

BUDGET ISSUE:

It is the intent of the Operations Program to build on the accomplishments of
the current biennium. We will utilize F.Y. 1990-91 budget resources to
improve services to taxpayers by continuing the 30 day tax refund standard
achieved in F.Y. 1988, improve the timeliness of information/data available
to our internal and state agency clientele, take advantage of revenue's
relocation to new office space and the implementation of the new Taxpayer
Registration (business/individual) computer systems to improve production and
service efficiencies.

EXPLANATION OF BUDGET REQUEST:

The Operations Program budget request includes one CHANGE level request for
the conversion of the Revenue Recapture activity to a revolving fund account.
The conversion will allow the department to utilize claimant payments to fund
ongoing operations, increase utilization of the service by authorized state
and local government agencies through a marketing program, and offset changes
to manual and computer systems necessary to improve services to our claimant
agencies and taxpayers.

GOVERNOR'S RECOMMENDATION:

The Governor's recommendation does not provide funding for this request.

Other spending priorities preclude additional funding.
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BIENNIAL

(DOLLARS IN THOUSANDS)

BUDGET

8,200
1,697
122
258
87

8,224
1,736
131
261
87

GOVERNOR'S
RECOMM .

8,200
1,697
122
258
87

8,174
1,685
122
257
61

GOVERNOR'S

RECOMM.

8,174
1,685
122
257
61

10,364

10,364

10,439

10,229

10,364

10,364

10,299

10,299

10,299

10,299

1990-91
AGENCY & REVENUE, DEPT OF
PROGRAM ¢ OPERATIONS PROGRAM
BUDGET ACTIVITY : OPERATIONS
EXPENDITURES: FY 1988 FY 1989
DETAIL BY CATEGORY:
STATE OPERATIONS:
PERSONAL SERVICES 6,489 7,309
EXPENSES/CONTRACTUAL SRVCS 1,126 907
MISC OPERATING EXPENSES 244 296
SUPPLIES/MATERIALS/PARTS 397 255
CAPITAL EQUIPMENT 47 41
TOTAL EXPENDITURES 8,303 8,808
CHANGE REQUESTS: FUND
B REVENUE RECAPTURE REVOLVING ACCOUNT GEN
B REVENUE RECAPTURE REVOLVING ACCOUNT SREV
TOTAL CHANGE REQUESTS
SOURCES OF FINANCING:
DIRECT APPROPRIATIONS:
GENERAL 8,303 8,808
STATUTORY APPROPRIATIONS:
SPECIAL REVENUE 0 0
TOTAL FINANCING 8,303 8,808
POSITIONS BY FUND:
GENERAL 228.0 246.0
SPECIAL REVENUE 0.0 0.0
TOTAL POSITIONS 228.0 246.0

F.Y. 1991
AGENCY REQUEST
CHANGE TOTAL
44 8,218
47 1,732
9 131
3 260
0 61
103 10,402
<142>
245
103
<l42> 10,157
245 245
103 10,402
<2.0> 251.0
2.0 2.0
0.0 253.0
SEC 4
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1990-91 Biennial Budget
_ Activity

CHANGE REQUEST
Agency X__ Program

ACTIVITY: REVENUE ACCOUNTING/REVENUE RECAPTURE
PROGRAM: OPERATIONS
AGENCY: REVENUE, DEPARTMENT OF

REQUEST TITLE: REVENUE RECAPTURE REVOLVING ACCOUNT

F.Y. 1990 F.Y. 1991
(000's) (000"s)

Agency Request Amount Positions Amount Positions
General Fund $(135) (2.0) $(142) (2.0)
Revolving Account 210 2.0 245 2.0
Total $ 75 $ 103

Governor's Recommendation
General Fund $ -0- -0- $ -0- -0-
Revolving Account -0- -0- -0- -0-

Request requires statutory change: X Yes No

Statutes Affected: M.S. 270A.07, Subd. 1
STATEMENT OF REQUEST/OBJECTIVE:

The agency requests establishment of a revolving account to utilize payments
for revenue recapture services to fund ongoing operations, efforts to in-
crease utilization of the service by authorized state and local governments,
and to offset changes to manual and computer systems to improve services to
our clientele.

DESCRIPTION/BACKGROUND:

The Revenue Recapture Act was established to collect debts owed to state
agencies, the University of Minnesota, and local government agencies by
applying any of the debtor's tax refunds to the amount of the debt. Since
the establishment of the Act, the number of recapture requests from author-
ized agencies has increased very slowly each fiscal year. In F.Y. 1988,
county government agencies were the largest users of the Revenue Recapture
program with 57,000 claims amounting to over $103 million. This is followed
by state agencies with 9,000 claims totalling $8 million and colleges/uni-
versities with 4,000 claims totalling $4 million.

The department’s goal for Revenue Recapture in F.Y. 1990-91 is to implement
an aggressive marketing program to increase the number of requests received
from authorized agencies and to improve the services provided to our clients
and taxpayers. The marketing program and improved services will require
improvements to our manual and computer systems, additional seasonal workers
and supplies/materials.

(in Thousands)

STATISTICS: F.Y. 1988 F.Y. 1989 F.Y. 1990 F.Y. 1991
Collection Requests 93 101 109 117
Fee Receipts $ 280 § 304 § 327 § 351

Debt Collection Results $ 6,023 § 6,540 § 7,059 § 7,577

RATIONALE:

Historically, the department has received General Fund appropriations for the
activity. The change in funding from General Fund appropriations to a reve-
nue recapture revolving fund is intended to directly tie claimant agency
payments to the costs of operation. The revolving fund would be utilized to
fund the costs of ongoing operations such as, permanent and seasonal staff-
ing, systems charges, and other related expenses. The revolving fund would
also provide the resources to implement a marketing program to increase the
utilization of the program and to fund changes to manual and computer sys-
tems. The improvements to the manual and computer process will result in
containment of ongoing data entry/system costs and enable the department to
reduce the time required to refund balances to taxpayers.

(Dollars in Thousands)

BASE : F.Y. 1988 F.Y. 1989 F.Y. 1990 F.Y. 1991
General Fund Expenditures $ 136 § 142 § 135§ 142
Estimated Revolving Fund

Expenditures $ -0- § -0- § 210 § 245

(Dollars_in Thousands)

LONG RANGE FUNDING IMPLICATIONS: F.Y. 1992 F.Y. 1993 Total
General Fund Expenditures $  (142) $  (142) $(294)
Estimated Revolving Fund Expenditures $ 150 $ 155 $ 305

GOVERNOR'S RECOMMENDATION:
The Governor does not recommend establishment of a Special Revenue account

for this program, however, the agency should continue to collect these
receipts which should be deposited to the General Fund.
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PROGRAM: COMPLIANCE
Agency: REVENUE, DEPARTMENT OF

1990-91 Biennial Budget

PROGRAM_PURPOSE:

We serve those who are obeying the tax laws by auditing and collecting from
those who are not. By identifying and processing cases where taxpayers have
failed to obey the tax laws, we expect to increase the number of taxpayers
who will voluntarily file and pay accurately and promptly.

SERVICES PROVIDED:

We identify, process and, in some cases, punish by prosecution taxpayers who
have failed to meet their obligation as citizens to file tax returns.

We audit to educate, and, in some cases, to punish by prosecution taxpayers
who have filed but are either mistakenly or knowingly reporting erroneously.

We resolve cases where taxpayers have failed to pay their taxes by using
statutory collection techniques to clear up dollar delinquencies.

These services ensure that the obligation of paying taxes is distributed
fairly and evenly among the taxpayers who are required to report and pay into
our Minnesota tax system and that no business gains a competitive edge by
using state tax dollars owed for investment into other business purposes.

In order to accomplish this, 5 divisions make up this program: Audit,
Collections, Quality Assurance, Technical Tax Training, and Criminal Investi-
gations.

HOW WE MEASURE EFFECTIVENESS:

The objective is to encourage voluntary compliance. The better we do at
direct compliance efforts, the more likely voluntary compliance is to im-
prove, for people realize that the action of noncompliance has unpleasant
consequences. The more that taxpayers voluntarily comply, the less there is
for us to bring in through direct compliance efforts.

In a sense, we are always trying to put our compliance program out of
business by maximizing voluntary compliance; but always with the knowledge
that we will never realize perfection and always will need some direct
compliance effort to coax compliance from those who fail to comply voluntari-
1y, due to inadvertence, inability or unwillingness.

We are working on meaningful measures of voluntary compliance, but have not
yet achieved them. We have, however, developed meaningful measures of direct
compliance collections, as shown in the REVENUE information.

BUDGET ISSUE:

Major sales tax legislation expected to generate $41 million annually and
requiring a large population of non-filers outside the state of Minnesota to
file and pay sales and use tax was passed in the 1988 Legislature . No
resources were appropriated to administer and to audit this new population of
taxpayers. Estimates as to the number of taxpayers who will now be required
to file approximates 120,000 and includes several multi-state and interna-
tional corporations.

EXPLANATION OF BUDGET REQUEST:

One CHANGE level request is included for this program. In audit we are
asking for $1.04 million and 14.0 positions in F.Y. 1990, and $.6 million in
F.Y. 1991. Ve estimate that this will generate $3.45 million in new assess-
ments for the biennium. Approximately 50% of this amount would be collected
during the biennium.

REVENUE :

Actual F.Y. 1988 Collections

Individual $ 48.3
Withholding 15.7
Total Individual § 64.0
Sales 61.8
Corporation 33.0
Total F.Y. 1988 Collections 158.8

Note: We cannot determine how much of this is paid at the time that an audit
is completed versus how much is collected through more intense collection
efforts, which is 1 reason why we need new integrated systems.

GOVERNOR'S RECOMMENDATION:

The Governor concurs with the agency's request for the additional audit
resources.
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1990-91 B I ENNIAL BUDGET
(DOLLARS IN THOUSANDS)
AGENCY : REVENUE, DEPT OF
PROGRAM ¢ COMPLIANCE PROGRAM

F.Y. 1990 F.Y. 1991
AGENCY REQUEST AGENCY REQUEST
el GOVERNOR'S === oo GOVERNOR'S
| ACTIVITY EXPENDITURES: FY 1988  FY 1989 BASE CHANGE TOTAL  RECOMM. BASE CHANGE TOTAL  RECOMM.
| AUDIT 16,871 16,571 16,975 737 17,712 18,012 17,242 310 17,552 17,852
B INCREASED SALES/USE TAX AUDIT GEN 1,037 1,037 610 610
B ATTORNEY GENERAL COSTS GEN <300> (i} <300> 0
| COLLECTIONS 5,279 5,557 5,744 0 5,744 5,744 5,633 0 5,633 5,633
! ————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————
| TOTAL EXPENDITURES 22,150 22,128 22,719 737 23,456 23,756 22,875 310 23,185 23,485
| SOURCES OF FINANCING:
| DIRECT APPROPRIATIONS:
; GENERAL 17,878 17,841 22,719 737 23,456 23,756 22,875 310 23,185 23,485
| SP REY DIRECT APPROP 4,272 6,287 o 0 o 0 0 0 0 0
| TOTAL FINANCING 22,150 22,128 22,719 737 23,456 23,756 22,875 310 23,185 23,485
POSITIONS BY FUND:
GENERAL 486.0 483,0 551.0 14.0 565.0 565.0 551.0 14.0 565.0 565.0
SP REV DIRECT APPROP 87.0 87.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL POSITIONS 573.0 570.0 551.0 14.0 565.0 565.0 551.0 14.0 565.0 565.0
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ACTIVITY: AUDIT 1990-91 Biennial Budget

Program: COMPLIANCE
Agency: REVENUE, DEPARTMENT OF

PURPOSE

The purpose of the audit activity is to promote an increase in voluntary
compliance with Minnesota tax laws through fair and equitable enforcement of
the tax laws.

SERVICES PROVIDED:

The audit activity is responsible for services in these areas:

1. Compliance Administration. This unit provides for the management of all
Audit and Collection Division activities.

2. Audit Division. This division audits individual, corporate, fiduciary,
small business, and partnership income tax returns, as well as withhold-
ing tax returns, sales and use tax returns, and estate tax returns filed
by Minnesota taxpayers. These audits establish large amounts of addi-
tional tax revenue and encourage voluntary compliance through our audit
presence, .

3. Quality Assurance Division. This division ensures that audits are
performed accurately, efficiently, fairly and consistently in accordance
with state and federal laws and department policies and procedures.

4, Technical Tax Training. This unit provides support and training to all
employees of the Compliance Program. In addition, it is currently
involved with the design, development, delivery and administration of the
integrated systems training for all 1200 revenue employees.

5. Criminal Investigation Division. This division is responsible for
investigating potential tax crimes and referring completed cases to

prosecutors. It investigates referrals from all areas within the
department and from other state agencies and law enforcement organiza-
“tions.

HOW WE MEASURE EFFECTIVENESS:

Increased voluntary compliance would be our most important effectiveness
measure, however, there is no reliable, historical yardstick which simply and
accurately gauges the changes in voluntary compliance. While efforts are
underway to develop such measures, at least one measure we do use is to
compare actual additional liabilities assessed to projected goals:

(Dollars in Thousands)
HOW WE MEASURE EFFECTIVENESS F.Y. 1988 F.Y. 1989 F.Y. 1990 F.Y. 1991

Dollars Assessed Per Dollar Spent
Total Assessments/Cost of
Operation

Hours Spent Per Field Case
No. of Cases/Total Audit Hours

Audit Dollars Per Audit Hour
Total Assessments®/Total Audit
Hours **¢$  409/hr $ 377/hr $ 420/hr $ 483/hr

$ 6.6/1 § 5.5/1 $§ 5.4/1 § 5.9/1
40.9/case 40.9/case 38.0/case 34.8/case

* Total assessments for 1989 are expected to decrease due to the individual
income tax law simplification and rate decreases. Total assessments are

expected to increase in later years because of the expanded sales tax base.

** This amount has been adjusted for one unusual, large tax assessment made
in F.Y. 1988.

{Dollars_in Thousands)
F.Y. 1988 F.Y. 1989 F.Y. 1990 F.Y. 1991

HOW WE MEASURE EFFECTIVENESS

Criminal Investigations

Cases received 122 120 120 120
Cases referred for prosecution 35 45 50 50
Complaints filed 40 41 45 45
Sentencings *45 26 36 36

* The large number of sentences is the result of a major emphasis in F.Y.
1986 and 1987 on "failure-to-file" cases. The division's emphasis has since
expanded to increase the number of more complex tax crime cases in addition
to failure-to-file crimes. This will result in more comprehensive enforce-
ment but fewer sentencings.

BUDGET ISSUES:

There are non-Minnesota companies who are operating in our state and are
gaining a competitive edge over Minnesota companies by selling to Minnesotans
and not collecting our sales tax. Without collecting the sales tax, this
makes the selling price more appealing to Minnesota customers who buy from
these non-Minnesota companies and results in lost business to Minnesota
companies who are collecting the tax properly.

New legislation gives us the authority to go after these cheaters who have a
business presence (nexus) in our state. Minnesota businesses will be very
pleased if we bring these cheaters into compliance. (See attached CHANGE
level request)

REVENUE

There 1is considerable revenue generated by our audit activities. However,
our current reporting systems do not differentiate between voluntary payments
of audits assessments and delinquent collections. Therefore, all revenue
generated is totaled in the Compliance Program Narrative.
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AGENCY

REVENUE, DEPT OF

PROGRAM : COMPLIANCE PROGRAM

BUDGET ACTIVITY @ AUDIT

EXPENDITURES:
DETAIL BY CATEGORY:
STATE OPERATIONS:
PERSONAL SERVICES
EXPENSES/CONTRACTUAL SRVCS
MISC OPERATING EXPENSES
SUPPLIES/MATERIALS/PARTS
CAPITAL EQUIPMENT

BIENNIAL

(DOLLARS IN THOUSANDS)

BUDGET

13,858
1,382
1,274

219
242

GOVERNOR'S
RECOMM.

GOVERNOR'S

RECOMM.

TOTAL EXPENDITURES

CHANGE REQUESTS:

B INCREASED SALES/USE TAX AUDIT
B ATTORNEY GENERAL COSTS

TOTAL CHANGE REQUESTS

SOURCES OF FINANCING:
DIRECT APPROPRIATIONS:
GENERAL
SP REV DIRECT APPROP

16,975

17,712

17,242

<300> 1,368

35 1,312

39 257

35 275

310 17,552
610
<300>
310

TOTAL FINANCING

POSITIONS BY FUND:

GENERAL
SP REV DIRECT APPROP

TOTAL POSITIONS

1990-91
FY 1988 FY 1989

12,550 13,308

1,759 1,738

880 1,062

1,290 223

392 240

16,871 16,571
FUND
GEN
GEN

12,599 12,284

4,272 G,287

16,871 16,571

323.5 316.0

87.0 87.0

410.5 403.0
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1990-91 Biennial Budget
___ Program X __ Activity

CHANGE REQUEST
Agency
ACTIVITY: AUDIT
PROGRAM: COMPLIANCE
AGENCY: REVENUE, DEPARTMENT OF

REQUEST TITLE: INCREASED SALES AND USE TAX AUDIT ACTIVITY

F.Y. 1990 F.Y. 1991
{0007s) (000's)
Agency Request Amount Positions Amount Positions
General Fund $1,037 14.0 $ 610 14.0
Governor's Recommendation
General Fund $1,037 14.0 $ 610 14.0
Request requires statutory change: Yes X No

Statutes Affected:

STATEMENT OF REQUEST/OBJECTIVE:

Qur objective is to bring tax cheaters into compliance (which will increase
sales tax collections) and make Minnesota taxpayers happy that we did. We
are requesting funds to increase our audit activities in sales and use tax
areas. We will identify and bring into compliance a great number of non-
Minnesota businesses who are either not filing and paying or who are report-
ing inaccurately. We will do this by increasing our out-of-state audit
presence, identifying out-of-state companies who have a business presence in
Minnesota (nexus), auditing U.S. Customs points of entry, expanding our
audit selection program parameters, and equipping our auditors with lap-top
personal computers.

DESCRIPTION/BACKGROUND:

This request includes funds for expansion into new audit areas created by the
recent passage of nexus out-of-state companies who have a business presence
in Minnesota which identifies legislation. Funding was not provided to audit
this new population of 120,000 taxpayers. The increase in the office staff
will allow us to locate additional companies conducting business in this
state that are located out of the state and to determine if they have nexus
in Minnesota. Funding is also requested to increase our audit presence in
the Chicago, Cleveland, Los Angeles and New York areas. This will allow us
- to select and complete more out-of-state audits. Currently, merchandise is
bought by Minnesota residents through the mail from out-of-state vendors,
thereby avoiding Minnesota sales tax. The new nexus legislation, combined
with our increased audit coverage of out-of-state vendors, will improve the
competitiveness of our in-state retailers by putting them on an equal basis
with out-of-state retailers.

This will also provide funding for us to contact all Minnesota-licensed,
fixed-base operators who owe sales tax on aircraft lease payments. It will
allow us to conduct a full examination of the federal consumption returns
filed at U.S. Customs offices in Minnesota to identify persons who have

imported items into Minnesota from outside the United States. We will notify
these individuals by letter of their use tax obligations and request payment.
It will allow us to expand our audit selection programs for sales tax to
detect returns whose deductions exceed a predetermined amount.

Expansion in the Twin Cities metro area is needed because the caseload is too
large for our current staff of sales tax auditors to adequately handle.

Increased use of personal computers reduces the time needed for the produc-
tion and review of audit reports and allows us to do more audits. In F.Y.
1989 we will develop a standardized audit report format for use on lap top
computers. Auditors will be required to use this format when conducting an
audit. After the auditors and reviewers have been trained and have become
proficient in the use of the audit reports on personal computers, we will see
a reduction in the time it takes to complete an audit and produce an audit
report. Other states' experience has shown time savings from 10-30%.

{Dollars in Thousands)

STATISTICS: F.Y. 1988 F.Y. 1989 F.Y. 1990 F.Y. 1991
ESTIMATED ADDITIONAL REVENUE
CREATED:
Nexus audits on non-MN cases $ 300 § 450
Aircraft lease payments audits 100 175
Federal Consumption return audits 125 150
Excess deduction audits 125 150
Increase out-of-state auditors 400 800
Increase metro auditors 225 450
Total Estimated Additional Revenues $§ 1,275 § 2,175
RATIONALE :

This increased audit presence of our sales and use tax activity will create a
sizable increase in revenue; encourage voluntary compliance with our tax laws
and cut the competitive edge gained by out-of-state businesses when sales and
use taxes are not assessed and paid.

(Dollars _in Thousands)
BASE: F.Y. 1988 F.Y. 1989 F.Y. 1990 F.Y. 1991

General Fund $ 8,200 § 8,200 § 8,200 § 8,200

(Dollars in Thousands)
LONG RANGE FUNDING IMPLICATIONS: F.Y. 1892 F.Y. 1993 Total

General Fund $ 610 $ 610 $1,220

GOVERNOR'S RECOMMENDATION:

The Governor concurs with the agency's request.
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ACTIVITY: COLLECTIONS 1990-91 Biennial Budget
Program: COMPLIANCE
Agency: REVENUE, DEPARTMENT OF

PURPQOSE :

Our purpose is to collect delinquent taxes through effective and efficient
identification and processing of delinquent tax cases.

One goal is to improve the efficiency and effectiveness in processing delin-
quent tax cases through the installation of our new Computer Assisted Collec-
tion System (CACS) which will become operational on 2-1-89. CACS is a tele-
phone call and case management system that schedules, prioritizes, and as-
signs delinquent cases. The major benefit of the CACS system is its ability
to accelerate cash flow and reduce collection inventories by contacting large
volumes of taxpayers in a short period of time. Our objective is to collect
more taxes through increased productivity.

A key part of CACS is that revenue is pioneering the concept of government
using high technology to create jobs in an economically depressed area of
Greater Minnesota. Revenue is relocating our telephone collection operations
in Ely, thus providing 16 new jobs in this area.

SERVICES PROVIDED:

We provide a level of comfort to all taxpayers who are paying timely that
there are consequences to those who are not. The comfort to those who are
paying comes from our effective processing of delinquent accounts, the speedy
resolution of problems/complaints of 3rd parties, and the ensuring that all
taxpayers comply with the tax laws and pay the proper amount.

{Dollars in Thousands)

HOW WE MEASURE EFFECTIVENESS F.Y. 1988 F.Y. 1989 F.Y. 1990 F.Y. 199}
A/R available for collection but

currently unassigned. $ 32 $ 18 § 5 3 1
Cost of collections .08 .075 .07 .065

(cost per dollar collected)

REVENUE :

There is considerable income generated by our audit activities. However, our
current reporting systems do not differentiate between voluntary payments of
audit assessments and delinquent collections. Therefore, all revenue genera-
ted is totalled in the Compliance Program Narrative.
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1990-91 B I ENNTIAL BUDGET
(DOLLARS IN THOUSANDS)

AGENCY : REVENUE, DEPT OF
PROGRAM : COMPLIANCE PROGRAM
BUDGET ACTIVITY : COLLECTIONS
F.Y. 1990 F.Y. 1991
AGENCY REQUEST AGENCY REQUEST
——————————————————————————— GOVERNOR'S ~ =~====n====m—meemmemcmmeo——  GOVERNOR'S
EXPENDITURES: FY 1988  FY 1989 BASE CHANGE TOTAL  RECOMM. BASE CHANGE TOTAL  RECOMM.
DETAIL BY CATEGORY!
STATE OPERATIONS:
PERSONAL SERVICES 4,650 5,063 4,905 o 4,905 4,905 4,905 (] 4,905 4,905
EXPENSES/CONTRACTUAL SRVCS 305 251 405 i 405 405 294 0 294 294
MISC OPERATING EXPENSES 182 199 320 0 320 320 320 0 320 320
SUPPLIES/MATERIALS/PARTS 72 38 88 0 88 88 88 0 88 88
CAPITAL EQUIPMENT 70 26 26 ] 26 26 26 0 26 26
TOTAL EXPENDITURES 5,279 5,557 5,744 0 5,744 5,744 5,633 0 5,633 5,633
SOURCES OF FINANCING:
DIRECT APPROPRIATIONS:
GENERAL 5,279 5,557 5,764 o 5,744 55744 5,633 0 5,633 5,633
TOTAL FINANCING 5,279 5,557 5,744 0 5,764 55744 5,633 "o 5,633 5,633
POSITIONS BY FUND:
GENERAL 162.5 167.0 158.0 0.0 158.0 158.0 158.0 0.0 158.0 158.0
TOTAL POSITIONS ‘ 162.5 167.0 158.0 0.0 158.0 158.0 158.0 0.0 158.0 158.0
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AGENCY: TAX COURT OF APPEALS 1990-91 Biennial Budget
AGENCY PURPOSE:

The purpose of the Tax Court is to hear and decide appeals of any state or
local tax, including orders of the Commissioner of Revenue and local property
tax assessments and classifications. M.S. Chapter 271.

OPERATION AND CLIENTELE:

The staff of the Tax Court consists of 3 judges, a Clerk of Court, 2 legal
secretaries and a half-time law clerk. Each of the 3 judges "ride the cir-
cuit.” Rather than having the taxpayer come to St. Paul, a judge travels to
the taxpayer's district court to hear the case.

Appeals may be filed in person or by mail at the Tax Court's office in St.
Paul or at the taxpayer's district court. The filing fees are $25 in the
regular division and $2 in the Small Claims division. If the appeal is filed
at the district court, then the district court can also charge a library fee.
The district courts have the option of transferring their own property tax
cases to the tax court and virtually all do.

Decisions are filed and published and, except for Small Claims decisions, may
be appealed to the Supreme Court. Procedures are similar to the district
court. Most cases are heard and decided within 1 year of filing.

ACTIVITY STATISTICS: F.Y. 1987 F.Y. 1988 F.Y. 1989 f.Y. 1990 F.Y. 1991

No. of appeals filed:

Revenue Department

Orders 261 247 284 327 376
Local Property Taxes 2144 2542 2923 3361 3865

No. of appeals
disposed of:
Revenue Department
Orders 280 252 250 285 330
Local Property Taxes 1966 2030 2600 2800 3250

ATTORNEY GENERAL COSTS:

None.
BUDGET ISSUES

The number of appeals filed this year is up approximately 15% from last year.
This has been the general trend; e.g., for F.Y. 1986 1,920, for F.Y. 1987
2,405 and for F.Y. 1988 2,789 cases filed.

This requires modest incremental increases of funds for .court reporters,
travel and supplies. We also request funds for part-time clerical help and
computer maintenance and repair. For F.Y. 1990 we request funds for program-
ming and rule-making expenses.

EXPLANATION OF BUDGET REQUEST/CHANGE LEVEL REQUEST:

The Tax Court requests BASE level funding except for $22,000 for the biennium
to meet increased administrative costs.

(Dollars in Thousands)

Governor's

Agency Request Recommendat ion

1990-91 Biennium 1990-91 Biennium
INDEX A1)l Funds “Al1 Funds Page
BASE Level Request $ 876 § 876
Agency-wide CHANGE Requests
Increased Caseload 22 LO- 518

Subtotal 898 876

AGENCY Total $ 898 § 876
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AGENCY : TAX COURT
PROGRAM ¢ TAX COURT
BUDGET ACTIVITY ¢ TAX COURT

1990-91

BIENNIAL B U
(DOLLARS IN THOUSANDS)

F.Y.

DGET

1990

AGENCY REQUEST

F.Y.

1991

GENERAL

_____ ~-~— GOVERNOR'S ~==== GOVERNOR'S
EXPENDITURES: FY 1988 FY 1989 BASE CHANGE TOTAL RECOMM. BASE CHANGE TOTAL RECOMM.
DETAIL BY CATEGORY:
STATE OPERATIONS:
PERSONAL SERVICES 334 353 358 2 360 358 358 2 360 358
EXPENSES/CONTRACTUAL SRVCS 56 51 57 7 64 57 57 5 62 57
MISC OPERATING EXPENSES 13 14 14 2 16 14 14 4 18 14
SUPPLIES/MATERIALS/PARTS 7 6 6 0 6 6 6 0 6 6
CAPITAL EQUIPMENT 2 3 3 0 3 3 3 0 3 3
TOTAL EXPENDITURES 412 627 438 11 449 438 438 11 449 438
CHANGE REQUESTS: FUND
A INCR CASELOAD COSTS GEN 11 0 11 0
TOTAL CHANGE REQUESTS 11 0 11 0
SOURCES OF FINANCING:
DIRECT APPROPRIATIONS: .
GENERAL 412 427 4328 11 449 438 438 11 469 438
TOTAL FINANCING 412 427 438 11 449 438 438 11 449 438
POSITIONS BY FUND:
6.0 6.0 6.0 0.0 6.0 6.0 6.0 0.0 6.0 6.0
TOTAL POSITIONS 6.0 6.0 6.0 0.0 6.0 6.0 6.0 0.0 6.0 6.0
SEC 4 PAGE 517



CHANGE REQUEST

14990-91 ‘Biennial Budget
X__ Agency. 4

Program Activity

ACTIVITY: . TAX.COURT
PROGRAM:  TAX COURT
‘AGENCY: TAX -€COURT

REQUEST:-TITLE: lNCREASED fASELOAD’REGU!RES AN-$11,000°PER YEAR INCREASE IN -

FUNDING.
. {Dollars_in Thousands)
, EoY. 1990 F.Y. 1991

Agency Request Aigunt Positions Amount Positions

General Fund: $ 1 -0- $ 11 -0-

“ Governor's Recommendation

General Fund $ -0- -0- $ -0- -0-

Request.reqqires statutory change: ___, = VYes X No

STATEMENT OF REQUEST/OBJECTIVE:

This CHANGE request includes the fol]ow%ﬂg items that must be provided if the
tax court is to effectively carry out ieé mandated mission:

(Dollars in Thousands)

"STATISTICS: 4F.Y. 1990 F.Y. 1991
Agency Request Agency Request
Change Change
1. Court Reporters 3 $ 3
2. Travel 1 2
3. Supplies 1 2
4. Part-time Clerical 2 2
5. Computer Maintenance 2 .2
6. Programming 1 0
7. Rule Making 1 0
TOTAL $- 11 $§ 1

DESCRIPTION/RATIONALE :

Items 1-5: The number of appeals filed this year is up approximately i5%
from last year. This has been the genergl trend; e.g. for F.Y. 1986, 1920,
for F.Y. 1987, 2,405 and for F.Y. 1988, 2.789 cases filed.

This increase in filings requires modest biennia] incremental increases cof
funds for court reporters ($6,000), travel and supplies ($6,000). We al.o
request funds for part-time clerical help during peak periods ($4,000), a.d
maintenance and repair funds for our word processor, computer and laser
printer ($4,000).

ftem 6: -Additional” programning ($1 000 1n‘F Y. 1990 only) is Fequired to

»flnlsh ‘the final phase of our computerized tase management operation. This,

final” phdase ‘involves reports; spec]flcally; to - design-.and, format the

" necessary database links to prrint out hard copy reports of iaXLCourt ‘database

information contained in the master -file, maintenance programs and’ notice

* programs.

Item 7: It is necessary to revise the Tax Court Rules oflcourt to reflect
current Tax Court practice, to conform with applicable procedures in the
District Courts and to eliminate obsolete language ($1,000 in F.Y. 1990

only).

(Dollars in Thousands)
BASE F.Y. 1988 F.Y. 1989 F.Y. 1990 F.Y. 1991

General Fund $ 65 § 65 § 65 § 65

{Dollars in Thousands)

LONG RANGE IMPLICATIONS: F.Y. 1992 F.Y. 1993 Total
General fund B lll $ 11 $ 22

GOVERNOR'S RECOMMENDATION:

The Governor's recommendation does mnot provide funding for this request.
"Although the request has merit, other spending priorities prec]ude addltlonal
‘funding. .
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